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Uh thank you very muich and good morning toieveryohe.- This is JEFF
SKILLING I'm Presndent and Chief Operatmé Officer of ENRON CORP Uh,
with me here in Houston Ive got MARK KOENIG who is Executlve Vlce

President of IInvestor Relation’s, and PAULA RIEKE& who is Managing Director -~
of Investor Relations. Uh, thank you very mu_cz_h for joining us on a call and our

web broedcast this morning. Uh earlier today, {we repoﬁed our Second Quarter

2000 results and we hope that you've seen the release. Uh we had another

. ‘ 5 o
outstanding quarter in each of our business-units and continue to be very excited
about the developments across the company. Uh this quarter's results, in our
opinion, clearly demonstrate ENRON's leadiné market positions in wholesale

energy marketing, retail energy services, and in broadband services. Uh for the

T
T

quarter, the numbers look great. Twenty six percent increase in earnings to 34
i : _ .
cents per diluted share, compared to 27 cents a year ago. Thirty percent increase

in net income to 289 million dollars versus 222 million dollars_lest year.” Seventy

L]

five percent increase in revenues’ t016.9 hillion from 9.7 'billioh a year ago Anda

L
'u

39 percent increase in physwal volumes dehvered to 46.7.BCF equlvalents per -

day UhTill go through each of our individual busmesses and uh glve you an S

-;.

overview. Let me start first w1th our wholesale energy operatlons and services. In

% .
the second quarter, the wholesale energy busmess reported i income before mterest, -
. - - i ] . BN ) -

. hd ’

-2_" | |
. }
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minority interest, and taxes of 437 million d_ollars, a 23 percent increase over last

year. Uh, as you know, we report our wholesale business in two categories; The
first is commodity sales aod services, and thtrt‘%s where we rnarket energy .

: . [ ’ )
comrooditie_s and services and manage the assc;ciated contract portfolios. And
then the second area is essets and mvestments,‘where we invest in, develop,

construct and operate energy and other assets worldwrde Uh let me start first
with thercommodrty sale_s and services side. UP 'second quarter IBIT for the

. [ L
commodity sales and services business was a record 442 million dollars.
1

. ) . t .
Volumes delivered total 46.7 BCF equivalents ph per day, compared to 33.7 BCF

. o & : .
equivalents per day a year ago. Asyou all kriow, our wholesale energy business is.

large, extremely well-establishe_d' and global. dm earrling's grthh has been very

consistent ancl is sustainable. We have the ab111ty to package more complex

customrzed natural gas and power products and services uh than any of our

i

competltors Also 1mportant ENRON ON-LINE our e-commerce platform, has

been an €Normous success. ENRON ON~LINEf offers a more efﬁc1ent channel for

cu_stomers to transact with ENRON. Uh, itis user—fnendly and is the transa_ctlon _
method most preferred by our customers. In June, almost 60 percent of total
wholesale transactions and 45 percent of our vo'._lumes were executed on-line. And

that's a 92 percent increase over the first quarter of this year. Uh we've been able,

a

———————— 2
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very cost effectively, to execute and deliver on a significantly greater number of

transactions. Uh this increase in transactions and volume provides us with

. 1 .
significant additional liquidity which I'll be mentioning later, information and

further i;lsight into energy opportunities. So 'Ie:t me go through uh within the
commodity sales and services number....uh some of the components. And let me

Ed

»

. ’ } .
start first with natural gas. Our total natural gas volumes increased 87 percent in

the second quarter to a record 26.6 BCF per dajf uh from 14.2 BCF per day in -
: :

- 1999. The increase was lead by a _92 percent increase in the U.S., or an increase

of approximately 8 BCF per day in the U.S. In North America, we experienced

i
volume increases in every region where we ope:rate; Uh the liquidity provided by

3

ENRON ON-LINE is idCreasjng our activity at;many established market hubs and

attracting many new customers. Uh to just give you sore examples uh in

regi‘ons....in the west, our volumes uh doubled uh to 2 BCF a day from a year ago;

in Texas volumes increased to 2.7 BCF a day; in the Cehtral Region, volumes
L] - %. -

total 4.7 BCF a day - almost three times the volumes mhrkétéd during the Second

Quarter of 1999; in the East volumes, marketed ;wererthe largest at 7 BCF aday, a

%

.,

. SR : '
100 percent increase over last year; and in Canada, volumes increased by almost

t

50 percent to 6.6 BCF a day, cpmpafed 1o the s

i .

i
ame period last year. Across all

areas, ENRON conducts business with a very large, rapidly increasing number of

4

[N

-
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customers and countcrpartles Uh it kind of surprlsed us, but for example in the

_*, .
East, we expenenced the largest increase in th? number of customers and -
counterparties uh to over 330 this quarter, from 230 the same period of 1999. .

And in the Central Région,‘ the number increased 15 percent to 230. ' think these

statistics are clear indicators of %x very large scc:;pe of operation in North America.
- i h!
Uh there's not just North American natural gas, our European physical natural gas +
; : :

volumes increased to 3.6 BCF a day in the Sec%md Quarter of 2000, almost triple

the volume contracted the same period a year ago. Uh the majority of this

increase related to the United Kingdom with.'p}.lysical natural gas deliveries total
3.1BCF a déy. rUh during the quarter, the UK'i;latural gﬁs market ekperienced
similar price volatility to the U.S. Uh our WellEestablished, mature UK |
organiza_tlion, uh w1th its depth of capabilities and our ENRON ON-LINE

platform, provided a tremendous conipetitive advantage over there during the
: i S
quarter. Uh in addition, natural gas activity on the European continent is ramping '

up very quickly. We executed over 1,000 natural gas transactions during the

Second Quarter. Uh with natural gas prices on the continent linked to the oil
|

mdex, there s beena 51gn1_ﬁcant increase in 1mpiorts of natural gas from the UK.

The majority of ENRON's transactions occurred at the Zabruga (ph) hub, which
connects the UK to the continent; but also included an increase in physical

=

-t e e Ay
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location swaps and aétivity ét the German, Du:tch, and Beigiaﬁ borders.

Transactions executed have terms as long as five years and éoimtcfpaﬂies are ,

" comprised mainly of European producers and marketers and the incumbent

Europeém'ut_ilitiés. So the hatui'al gas businessff uh suiiposedly our most ma_tﬁre |
Busihe’ss, as you can see is .sho.}wiﬁg stunning'g?rbwt_h. Let me;, 'n-'m'vg. tc; poWér very
qﬁickly. Uh powei‘ physical volurﬁes marketed ili_creasédl42 _p}ercéri'-t' dug'ing the
quarter to 137 million mega\&att hours from 9f n;xi-llion megawatt hours a year

ago. Inthe U.S., power volumes in;:réased 31 i)ercerllt-_ to ?_1 24 million megawatt -

hours. Our volumes increased in both the Wes}it and East regions of the U.S. The

number of customers and counterparties also increased to almost 200.” Qur

‘European power business continues to grow very rapidly. - During the second

. quarter, our total European power volumes increased to 12 million megawétt' e
o ¢ . . -

. ; . :
hours, more than six times the volumes delivered in the Second Quarter of 1999,

Uh the proposed structural changes to the UK ﬁower market due to be

implemented in late 2000 are attracting many new-entrants and resulting in an
. . S

increase in overall market activity. Uh the ne ‘marketing arrangements should -

¥
1

not only level the playing field between generators and marketers, but convert a

primarily financial market uh to a p};’ysical market. Uh but the price transparency |

. * ) : ’ .
.. provided by ENRON ON-LINE has significantly increased counterparties

E

6 ° ‘
4
¥

-t
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willingness to transact. Contract term over th_éfre ié generally between six and 18

months, ﬂthough rsome ﬁye year business has péen executed. Uh (;ur Eux;’()péan.

contil;ental pow;ar activity continues to mafur_c," and voh_;mes deli-vered this quarter

totaled over 11 million megawatt hours - more%than 10 t_irhes greater than_the ¥

" volumes delivered last year {n the same f)eriod..; Uh the term of transactions i;
extending to two to three jfears and we're increasing our portfolio of products.to
offer more structured transactions uh éimilar tos; what we do in the US. Uh, f,'or'

i

example, we're extending our scale across Eurc%pe atalow capital cost thr_gugh
partnering with stra'tegic'g'éneration owners. | \'Rgfe gain access to megawatté in
return for optlmlzmg the utillzatlon of thelr pm%ver plants. So the whole -
oommodlty side of our busmess was ]ust uh s’nmmng uh dunng the Quarte;' I
think it really reﬂect....reﬂécts a...an incredibly’;ist'rong~ market position, a lot of
very, very good people, and strong _teéhi_iology{; the ;'o}rn of ENRON ON-‘LINE.'
Uh the other portion of 6ur wholesale bu;ihess ?uh IBIT attributable to our assets .
and investments business for the Second Quarteii' was 55 _fnillion dollars. Uh the
quarter's results were down substantialrl); froxﬁ l%st year, primarily reflecting
decreased earnings from ENRON'S portfoho ofienergy-related and other _

investments and reduced sales of interests in WOI‘ld-WIde energy assets Uhthis

+

portfolio of merchant assets and investments generates incomc primarily from

oot

i’

£

'
- ? .
)

}
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equity earmngs in both realized and un-reahzed gains and losses | Uh the way we
manage the size of these assets and investmenfs with regerd to timing of sales or
acquisitions is very dependent on market eondltlons and our expectatlons for the -
mvestment’s prospects. During the Second Qéarter activity in this area was
minimal, uh with significantly less asset sales. E Uh the size of the merchant
portfolio is now appronimafely uh one and-a-hialf billion dollars. Also related to
our wholesale b_usiness; let me uh just' mention?ENRON 0N-LINE. UhId llike to

.underscore the importance of ENRON ON-LINE.' .As of this morning, uh actually
as of Friday aﬁemoon, we surpa§Sed' notionél t}ansacﬁon value of 100 billion
.

_dollars. and passed 200,000 transactlons A tremendous accomphshment fora
platform that's only been in operatlon for elght months You may have also seen
that we recently announced Ie: memorandum of 1}:mderstandmg to extend 'ENRON
| ON-LINE pricing to bulletm boards TRUEQUOTE COM and HOUSTON
STREET EXCHANGE Uh we recogmze the value of liquidity. And by making
our prices more w1dely avallable, We,"_‘fﬂl trans?ct with more buyers and sellere.
So we're looking for a range of disnibution opt_i:ons to get ENRON Oﬁ-LH\IE.
prices out into the market:p_labe. But. at the whoiesale Ieve_l; just a, a tremendous
quarter. Uh we feel very 'goodﬁebout it. ‘Very positive and.'optimistic'about the

.

outlook for the future. Our market position uh has never been better. Letme
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move now to our retail energy business. Uh E;IRON ENERGY SERVICES

continues to move forward right on track with ;the plaﬁs we shared with you
earlier this year. Uh, ENRON's ability to prow.‘;id_e comprehensive energy
outsourcing on a nafidna_l s..cale céntinues to bet_e} key competitive advantage. And
now particularly with ri;ir;ig gas andngﬁectrig prices and..the voIatiiity that's
associated wit_h_them,‘ ENRON is uniquely positionéd to assist customers in
manéging- their price and energy consumptioﬂ ﬁh Ithroi_lgh risk managen}ent-

[ .

services. In the Second Qﬁarter‘, we rep_ofted a? IBIT of 24 million dolars,

- compared to a loss of 26 miilion dollars ,51 yearjago. And just in case you can't add -

' tll_ms'e up, that's a 50 million dollar positive switf;g in earnings between last year
f, F ) T

and this yéér, uh, which I thmk just,lco_nﬁrms th;_c momentum in this buéin_ess.
Profitability continues to escalate and our very Irapi& growth in contracting has
resulted ina sighiﬁcant 'rev;enue' inc'r_ea:ée. Uil f?r the Second Quarter, retail
revenues we;re up 147 perceﬁt to 840”_million dcillars. Ub, the strong financial
reé:ﬁlts are attﬁbutable to the significaﬁt scale achieved m the U.S.and a bontinued |

shift in our contract mix to longer term, outsour‘ced, contracts. New contracts .
total 3.8 billion dollars for the quarter, indpdiné a very large ten-year agreement !

with QUEBECOR (ph) to service 66 facilities in 28 states. ‘Other conteacting

. L . of - B
activity during the quarter included SUNOCO, PRUDENTIAL, and SAFEWAY

[
. . £
{ .
3 .
ot . .

9

[P
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STORES. In addition during the quarter we ﬁ';uy, integrated the PG&E contracts
that we acquired in May into our operation and are fbcuéégl on extending many of
N - { .‘ -

these commodity-only contracts to long-term outsourcing relationships. Uh also,

: t .
our European retail operation is progressing well and we're receiving excellent

- N : :

response to our products and services. We're actively targeting large commercial
customers and expanding our U.S. customer re;lations to their operations in

Europe. Uh, kind of an interesting twist m Eux;ope, which is different than what

we have in North America, we have a pretty sizeable mid-market uh commodity

business at the retail level and it __co‘ntinugs to echer'ience huge growth. Uh they're

signing up approximately 3,000 customers a Wé:ek in the UK, which has been
a..justa bigi success for us there. And we belﬂeve that that businéss probably has
application oﬁ the céntineniz and probably l'_)a'ck.ito the U.S. as well. Uh sé that's
the retail business. , Trangponation and distribu;tzif-an, uh which inclucies: our gas.

pipeline group aid PORTLAND GENERAL ELECTRIC uh IBIT increased uh to
139 million dollars in the quarter, anine percent incréasé over last year. Uhthe

. " i : - ’ ) .
gas pipeline group, all our major pipelines p_ost%d strong results for the recent

o v
quarter. FLORIDA GAS TRANSMISSION remains very competitively

L
A .

positioned' as the only major pipeline serving peninsula Florida, a region with a

y ’ i S ':'
rapid growth in demand for energy. Plant expansions are progressing as

3

10

o .‘.ina'..w.» i
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scheduled, with significant increases in capacity to be added in each of the next

three years. Our Transwestern pipeline expanéibn which came into service as
schedﬁled in May, uh increased our capacity on Transx.ves.tern by 15 perceht So
GPG s _]ust uh contlnulng uh its, its strong pcrformanoe Uh PORTLAND
GENERAL PORTLAND GENERAL reported strong results for the quarter of uh
62 million dollars IBIT, up 11 percent from th(:, same period last year. Uh |
PORTLAND GENERAL' coqtinue§ to expand its customer base and now serves

uh 726,000 retail customers. The sale for PORTLAND GENERAL remains on
2 . . i '

schedule, uh, we believe to close uh near the end of the year.*So that's our

_transportation and distribution business. Uh and then uh let me move now to our

3
[}

broadband business. UhT know this is a little bit long and L..I'm doing
this....doing it as fast as I can but just a lot hapéening during the quarter. Bﬁt
broadbénd serviges_....ENRQN EROADBAND 5:SERVICES reported an IBIT loss
of 8 million dollars and revenuesﬂz of 151 milli_'m!x for the quarter. Uh the financial
results includeﬁ plan.n_éd sales of dark fiber. .DL;uing the ’quajrtgr, ENRON
continued to ra:pidly adva.t_ncé its network deve_k:)pment. At June 3ch, we had

5,325.miles of fiber complete and an additional 9,175 route miles under

~ construction for completion by year end. We h%ad 525 servers deployed and we

have 4 pooling points in operation, including three in the U.S. and one in London. .

11
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We have peoling points, and these are the _switi:ches that allow us to switch_
between fiber networks, we have pooling points in'15 additional cities being
¢

installed for completion over the next two quarters, which uh just uh to remmd
you uh brings usto a target of 19 cities uh to hhve poohng pomts for this year
And that's uh clea[fly go_nna exceed our year-entd target that we shared with you of
13, so we're rnaking gohd_proéress in getting these deployed. | Uh we also recently
anneunced our opereting i;resence in Europe. .RVe've established network

'
connectivity between London, Amsterdam Frankfort and Pans We're now in the
core central cities in uh in Europe and we can begln to uh build off of that Uh
dnnng the quarter we made enormous advances in executing agreements with new '
broadband distribution'pe;tners. We nctv teach end;users in all U.S. markets and
in major citiés in Canada a.nd the UK. During tihe quelter we continued to

progress on the development of our Band_widthiOpereting System. The bandwidth

i

trading component is in operation. We're working with SUN and others to enable
g comp perati e work]

third parties to...to uh reserve network'capacityiand we’re_ integrating-our meta
router to be able to process 10,000 connection r‘iequests per minute. Also, during
the quarter, we dehvered 985 D83 months of bandw:dth capacity to our customers
and have now scheduled a total of 5 170 DS3 months for dehvery in the remamder.

t
of the year 2000, We re actwely quotlng prices -i_'o'r bandwidth between 28 cities in

*

[ R i ]
v . X
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the U.S., Europe, and Asia. Year-to-date transiaetions on the bandwidth

intermediation side total more than 50, with 17 counterparties including
. . .

. ) ’ - . * - . . . - .
marketers, network service providers, and U.S. carriers. -Uh, activity continues to
) S

, o
escalate as more players participate in this ne“il_y developed market. In fact]

: _ 1 -
think we have 60 counterparties currently working up the paperwork uh to uh be

approved for uh transactions. Uh, in May, we__ introduced the sale of bandwidth on

. . ¢ i N -
ENRON ON-LINE and today over 30 bandwidth products are offered on ENRON -

t

ON-LINE.

Content services. We recently uh have seen breakout performance in the content
! ‘ S

services business. The qua_i-“ter's total contract value was -19'mi_llion dollars,

*

-

- primarily executed with new companies positionmg themselves‘ in the broadband

>

market The recently announced agreement between ENRON and
P

BLOCKBUSTER ev1dences what we beheve IS a ﬁmdamental Shlft estabhshed

t

companies extending théir core business to broadband distributions with'a huge_,

w

established'core base. We'executed an exclusi\'/e 20—year contract with

BLOCKBUSTER to dehver mov1es on demand over the ENRON Intelhgent

Network. Uh tlns isa ﬁrst of akind contract and we- beheve the ]argest broadband
t . .l

agreement ever signed. We will provide all thef wholesale connectmty and

deliver content to last mile providers at 1.5 meg'abitg per second, greatly - -

o

13
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_exceeding standard broadband speeds. We've -E,signed major distribution
agreements with leading DSL providers, SBC,;QWEST, VERIZON, TELUS (ph),
COVAD (ph) and REFLEX, to guarantee the quality of service over the last mile.

ENRON will receive a fee for each movie deliyered. The potential long-term

_' : f . .
contract value or revenues over the life of the contract is expected to exceed well

over one billion dollars, but that's obvibusly' nc§t included in this quarter's repoft"of ‘
TCV. The contribution to revenues and IBIT during the first four years is

expected to be immaterial, but ramps up significantly as the entertainment on

E
: -

demﬁnd product is deploye‘d.. So, uh in summary, uh we're pleas_ed with ahother :

very strong quarter. Our established netw&ks worldwide together with our
unique strategy and broad capabilities will provide for continued strong

.o :
performance and increase shareholder valug. l{h but before 1, I take any

[

questions, I'd like to do one other thing. I'd -likf;: to briefly describe the plan and

activities of our newest business, uh ENRON I&ETWORKS. .I'know we've
mentioned this to a, to a iumber of you, but uh 'we believe that ENRON's
" : . i - .

~ capabilities and skills include logistics and settlement services related to reliably -

deliveﬁﬁg commodities, providing price risk méﬁaﬁgemént and successfully
deploying technology. Uh, for all intents and pﬁrposes, we believe we're good at

creating markets for commodities. U, as demonstrated in the breadth of products -

s
A em W

14 [
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: _r _
~ that we market in our wholesale operation a core strength is a replication of these

1
[3

skills from one commodity to another. Uh following careful analysis, we're

pursuing opportunities at some of the more traditionally structured commodity
. ) ‘

industries. There's little price transparency in many of these markets and, as a
consequence, enormous pricing inefficiencies exist. Uh it's uh our belief
that....our ability to both identify and enter new markets and quickly win market :

share through accelerating our proven businessj- model uh leverages signiﬁcéht :

shareholder value. During the quarter, ENRON NETWORKS announced ifs :
: 3 {

acquisition of MG PLC, the leading international merchant of copper and
aluminum based in the UK. MG buys as pﬁncfpal, sells, -stores", and shifts non-
. _ i
ferrous metals and manages warehouse operations across the globe. We are in the
t = .

. _ ; ) |
process of fully integrating MG inte our European business. We will use our _
, : . :

wholesale expertise to offer MG's customers new products and solutions to
: : ot
address their business needs. Uh, these new products include structured bundled

i
4

products coﬁlbhling ENRON's expertise in energy, finance, and origination, with

MG's global position in non-ferrous metals and longer term contracts backed by
- ENRON's financial strength and the ability to iﬁgrease liquidity and transact more

simply by introducing these metals to ENRON ON-LINE. Uh, heading this new
. ¥ . .
business are experienced members of our executive operating committee. GREG

. F »

5.

. E
=
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WHALLEY, who was formerly President and ‘.Chierf Operating Officer of ENRON
NORTH AMERICA is now the CEO of the b{{'_siness. Uh, JEFF MCMAHON,
who wz;s formerly Executive Vice President of Finance and Treasurer of ENRON
CORP is uh Vice Chairman and MIKE MécoinELL, uh formerly CEO of |
ENRON's GLOBAL TECHNOLOGY group is_, is the Chief OPe_ra_ting Ofﬁcer.
So -we've. put a rea_lly' strong team uh in fq 'rstart"lookil.lg at -this opportunity. But
we'll gontim'ie to evaluate othéf markets whichgoﬁid beneﬁt from our business -
model and our e-commerce services. Example:S__ might include steel, paper, o
lumber, data storage aﬁd Shipping, and all of thie'se wé believe provide some huge
opportﬁnities' for ENRON to expand its global position in the wholesale market,
So overall, and I've sé.id this before but I'm afraiid it just coﬁtinues to be Atrue, ' |
I've...T've been with the c<.)n.'11-3ariy in ope...;ﬁh f%rm or another for uh 18 years and
uh I've neve.r seen the compa;xy.in better si_lapf:.i Our core markets are in jus-t
absolutely uh move from strength to strengtil. ‘;We h'ave. very very good growth
opportunities acrosé the board .and. uh we're real excited .about the uh prospects for
the future. So \ﬁth that, 'l shut ﬁp and open iti:up for uh any questions uh from
the audience. - ' ‘

4 .
Thank you sir. The question and answer sessio? will be conducted electronically.

- If you have a question, please press the star key: followed By the digit one on your

1

16
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DF:

.touch tone t'elephone at this time. We'll tal{e as many q'ués;t'ion's' as time permits,
i

‘_!

and we'll take you in the order that you s1gnal us Once agaln, if you have a

,r

quesnon today, please press star one. And our ﬁrst questlon comes from DAVID '
F LEISCHER w1th GOLDMAN SACHS

Great quarter, JEFF. Uh dont slow up thoughl Uh couple of thlngs here uh you,' |

- Ve,

: you, you started showmg some real 1nterest1ng numbers from Europe uh and and

JS:

i ' 1} .
you‘ know if we go back ,-to what you said a year ago and six months ago, 1t '

‘e

sounds like uh Eur0pe is just, you know startmg to take off.< 1 guess that's the
questlon here If you can help us understand you know, what the slope and

t1m1ng of all this i is gonna be and you ' know, 1s thlS a bus:ness thats gonnabea .,

31gn1_ﬁcant driver overa_ll in 200_1?_ Can we, can we c:o_ntlnue this type of growth - .

rate uh or is it gonna take a little longer than that? -

o
. o . £ *

Y e [
- ° .

Uh DAVE I think uh uh 2001 'Europe"is gonna bea signiﬁcant contributor A

very srgmﬁcant contnbutor The thmg that's actually mterestmg in Europe is that

uh it's a much more fractured market than North Amerlca so the...the
opportumnes for someone hke ENRON are actually better than they are in North
Amerrca We re seelng for example in those, those core central European areas,

Germany and all the cont1guous countnes, and the UK and Scandlnavra that' E
l
gonna turn 1nto a very deep hquld traded market for both gas and electncrty At

y -
3

= ' 1.!.7

3.
F

.77' -4,:.'

Lab et oty -qan»-;;--'ﬂv
£ .
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the extremities of- Europe you go to uh Spam, ItaIy, Greece Turkey, uh there are

opportunities for asset development to begin bulldmg uh some’ of those merchant

£
3

- - . . . { . . . S
activities. So just, overall I think it's a, it's a great market. Uh, to be quite honest,

: - - t :
we're ahead of where I thought we'd be uh over there. Things are moving much

]

"more Quickiy than I e:tpected. -And I'm....I would.expect to see some very good

DF:

JS:

v

things in the year 2001 out of Eur'ohe :

L

“Can you go on w1th uh yOu had indicated the structural changes that are taking

place, I'm aware of some of those But maybe you can help us understand what's

b

i :
gonna happen by when a_nd...and.._.’ .therefore; Y?u know, understand a little bettelj

what your strategy can be in terms of physical assets versus, you know, the trading

e

side. .
Well the uh....I think at this point' the "regulator?y chmées are pretty much in place,
with the exceptlon of France Wthh, you know 1t's just the way the French are.
But uh I think at thlS pomt it's jllSt developmer}t of the market The reason why
we're seeing the difference between the central ;European countries and the
extremltles really has more to do w1th _}USt the 1nterconnect1veness of the gnd Uh
there s not real good vh connect1v1ty uh betweer; ‘the, the core European countnes

and the extremities in either gas or electrlolty So, those tend to be dlfferent kmds

of markets. The blggest structural change that's gomg on nght now really 1s the

18 .
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DF:

- know, indicated uh uh that the price spike uh l;lad, you know, was was

IS:

o+

o
v

. .
B T ] . -
3
+

rework of the UK power pool. Uh....uh....as y_(im know, there's a lot of concern

that the structure of the power pool was disadvantaging uh certain kinds of

generators. We....you know....quite frankly don't think that's....that was a big deal.

But uh the restructuring is a 'big deal. They're Irnoving toa marketplac%: thatisa -

more bilateral uh marketplace. It looks more like what we've got in North

!

America and Scandinavia and that's uh a market structure that we've been a big

§

. i .
advocate of so we feel real good about the change in the market over there.

Okay, great. And the second question here uh.:!..on retail uh you had uh, ydﬁ

?-'_

highlighting the value tha:t you could bring to customers and uh I wanted you'to go

on with that thought procéss and just....uh, yoﬁ;k_now, clearly you've told us in the

past that uh, you know, you you are unique an

d we knoyv that you are in so many

1 ‘

ways in what you can bring to the nationa_l customers. Are you finding, in '

particular, you know more of the big customers that you haven't signed uh, you

know, like an IBM, are more willing to, to talk :about, you know, coftracts and

_ - ’ P R . .
therefore are we likely to see you substantially exceed, you know, these....these uh .

revenue or, or contract signing targets this yea_riand maybe next year.

Well everything that's happened in the m

L3

'

grketpl’aée uh this summer has been good

£

i »

for us. Uh, you know, you've seen the battles in the press uh with San Diego and

19.

’ o

"

~ . oa me— L
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some of the other utilities in the west and some of the sensitivity to what's

i

happened with prlce increases, you're seeing that in in prlvate companies as well

DAVID. So we 've got a lot more interest in what we can brlng to the table and

DF:

JS:
DF:
IS:

UF:

JY:

quite frankly when energy prices are higher, u1_1 the savings tl_lat we. can offer a
customer uh loom larger ‘in_th'eir pl;mhing. So?l think uh this is...this is very-
positive'. It's a positive envirpnmeﬁt for the def;relopme;it-of the retail business. |
Can you give us a sense for contracts under ne:got_igtion. The figuré that_'*we've. :
gotten periodicgl'ly from you? !é A - .
You know, DAVID', I c_if)n"t have that off-hand E)ut'uh‘....l’ll get bacl.{ to y;:)il c.>'n_(_it.

Okay. Thank you very much. Great quarter.

Thanks.

2

A —— ‘I-l-w- -
+

Thank you sir. I'd like to also inform parti_cipa?ts if théy'd like to remove
themselves from the queue because they have found that their question has been

answered, press the pound key We'll now here from JAY YANELLO (phonetlc) _
i _ -

H

from PA]NE WEBBER.

Good morning JEFF. You guj-ys are :kndﬁn for j;a"ving a fairly uh deep -
maﬁagemeﬁt team, 'Yo.u have strong heads in nznost of yo~ur divisions but ybu‘re L
growing rapitily. Cz_m you giife;' us a little updatcj: on s_tz:affing,nlio;v-many people

you're hiring, or uh just overall if you StiII: have;a_challenge going forward at

LN

L
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B . ) QIE ” .‘v. :’ - ‘ I'Tr_. . ;' " g ~ 3 LY
staffing some of the more medium or lower end nianagement positions throughout
T . 1,,5 z ) . . ) .
the company: ' ;
. N K S
é %

Well actually I've _b_ben a little surprised at,our recruiting this year. I was...] was

concerned because we he_ard so much out of thp investment banks and consultihg
firms about the problems they were having hiring people out of the business

! K
schools. But uh we're ahead of target S0 far thls year ‘Uh and we‘ll brngin -

i-
probably our typlcal 200 MBAS and about the same number of undergraduate

“
.

students Uh S0 that that srde of our recrultmg 1s gomg real well. We're also s
. F T
seeing a lot of interest uh or more success on expenenced uh person hires, Uh,

_c,_.-,
ud

you know I thlnk at this pomt 1t's becommg pretty clear to most of the people in

our mdustry that th1s is the place to be_.‘ -And we _re....-we 're seeing uh 1mproved '

ablhty to brmg in people from any of our. cornpetltlve compames uh and s Im »

i
- ENRON ON-LINE uh we're.. .we're’ extendmg ENRON ON-LINE to the back

.

feehng very good there. The one the one place that we're havmg uh some pretty
i
severe shortages of folks, w}uch I thrnk probably everybody 1s, is in the soﬁware

engrneermg 51de And you] know just glven uh the dernands we have for

K.a _;!.-'1,‘_- } ) 4
ofﬁce for a more 1ntegrated lower cost processmg system Uh thlS _]llSt takes an. R T

1

1ncred1ble number of very h1ghly quahﬁed uh séstems engmeers and prograrnmers . T

X

and they're Just ..... they 1€ hard to come by. Altl}ough I thmk bemg in Houston, I 7 L.

Taroty
# Lot
-

oL 3
R PR )
;

[
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think we're in pretty good shape because uh, y?u know, if you Wanna live in:
Houston for whatcxtcr reason uh, we'rerkiﬁda t]ilc }:)Iace to be. And....and so I think
we get to see Itlost of the people. It's just thcrc; arcn't a wholc lot of t_hcm otlt |
there. - ' I

JY: Okay., justa quiclt'foilov&ul.), the BLO'CKBU_S'%:'ER coritract uh.a_ppears_ immcnse.
Anct, my guess io you'll, you'll spend a greatldc:‘z;l of resources fulfilling that. Can
you handle that and work on other big content dchvcry contracts at the same time?

JS: Yeah, the thlng that's great about it 1s the BLOCKBUSTER deal is exactly what

we uh are targeting. So it is....it is exactly 'cons‘lstcnt with the network that we're
putting in place. It's exactly consistent with thé products and service offering that

we're putting in place. So if we can get BLOCKBUSTER done, we can get the

other ones done. So this is not in any way uh a diversion-or tangent off of the core
direction. This is like center of what we're tr'yixilg to accomplish. So, if we can get

i
BLOCKBUSTER done and get all the mechani{:s_ and the technology in place to

make it happen, uh that platform can be cxtcndcdto all sorts of other video
- . t, 3 .
applications. So it's, it's a great contract. Uh, it’s a great contract on its own, but
1 .
just in terms of developmg the business and the. direction of the business, it's

great.

o omfrous ces

JY: Okay thanks.

e R
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Thank you Sir. We'lI now hear from BARRY HAIMES wrth SAGE ASSET
MANAGEMENT

Uh good mommg Uh had a- couple questlons Uh one is uh why not talk a little

b1t more about the uh assets and 1nvestment section uh where uh, you know it -

' was amazing the uh....the delta there eompared$ to a year ago. 1 mean your....your

IBIT woul'd have been 44 b'ercent higher if you:'d uh had the same number as a-

~ year ago. Uh, you know wtuch speaks to the great quahty of earnmgs But could

you jllSt talk about uh uh that lme assets and mvestments uh through the balance

of the year and -uh, you know, 1t_s always gonna.vary,but what would you see as

. normal or do you have any guidance uh for the balance of the year there‘? .-Uh

*

~ second questlon is, you ‘didn't talk about South Amenca at all. Uh just an update

IS:

comment there would be apprec1ated Uh and thrrd comment uh, just tax rate... uh

what you're lookmg for for tax rates for the year‘? Thanks o
5

Uh sure BARRY ‘Uh....the asset and 1nvestment uh category uh mvoives you *
know sale of assets pnmanly Anduh a:you can 1magme there s some dlscretron '
in the t1m1ng of when we actually transact somg of those s0.. uh Just given the ;

. 0 . £

o -

stréngth we have in the commodltles side, to‘ be qulte honest we've probably-uh :

- e -
- L=l

slowed down or k1nda eased off some of the aggressrveness on, on some of the

sales or monetlzatron of some of ouir assets, So ‘my guess 1s as you look to the
ay . . Loy L P [ *.st -
T3

17

j .
: . g: t 5 L
%% . .

e,

T
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rest of the year and in subsequent years, I thinli the asset and investment line is
gonna look kinda the way it has historically le?ked. Uh....uh....that's great
business for us and it's something that uh-uh is is part and parcel of what we

. " .
provide to customets. So I guess it would look pretty similar going forward. Uh1 ) o

would guess that the commodit:y uh side of the }bli‘_sin’e_s's prebably is gonna....is

gonna tone down. 1 mean the....the uh market _ehvironment in the second quarter

' was just awesome. "Uh so you'll probably see ai little tone down there and you'll

see a pickup on the asset and investment side. But overall the wholesale nu'mbers
: .‘ !

L

uh are, are domg JllSt what we expected them to do. Uh actually domg a llttle

better than we expected them to do. Uhand L. } Jjust thmk uh....uh....more of the
v
same going forward. On South Amenca .in South Amenca uh....you know we

don‘t_....den‘t talk about it a }ot'but uh uh a large‘i portl_on of our posmen in 'South_.: '
America is in Brazil and for these_ of you that‘hhve been following the ecenomy in
Bra_ztl, the news ts unhelie\{ahly positive. Uh so I, you knO\;v,'I'm t‘eeling real |
g.ood about our position in South -America. I a.TI'm a little disappointed at the
speed uh of adoptlon of the merchant serv1ces e:nd I think a large portton of that is
a function of the regulatory system uh.....I thmk uli 1t‘s it's Just harder to createthe
sort of markets that we create in North Amence and in Europe in South Amenca

x
It'sbeena httle harder than we expected itto be But 1 thmk the undeﬂymg '

2_4 - . . . . - . N _‘i'.
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BH:

UF:

DE;

IS:

 factoring that same nufnber in-going forward.

B

dynamics of the economy are better than we e)ltpected. .So overall it's |
. §
doing....doing pretty good Uh on the tax rate tax rate uh we expect it to just
ﬁ .

continue in kmd of the 18 to 20 percent range §and we feel real good about that

looking out over the next couple of years. So uh,_I t_hmk you can just keep |

LN ¥ 5 . - N
- -
oL .

b e

Great thanks

whrw
-

'-'.

| Thank you. Hearing next from DGNATO EAS SEY (phonetlc) thh MERRILL

- » - LN
. -

LYNCH. ) IR

T

MW&M-‘W

Good mormng and congratulat1ons as well on a very nice continued growth rate
. . i <‘

there J EFF. And, w1th respect to broadband I've got two questlons here 7

| predominanily. One 1s...why_ENRQN—w1th uh BLOCKBUSTER at' all glveﬁ the

R Y : i .
limited capacity that you have today versus ct’tt"ets that have muich more out there.
. ' - ® 1 A

That's onel...t_he other is...you know, you mentioned on here that you've got uh

" executed more than 50 on and off network transactions with ith'17 counterparties *

»
- o

this year. s that in line With Sfour grotwth or, you know, below your...your

3

prOJected estlmates or, you know on  par or better'f’ Thanks
Okay on the.. on the second questxon ﬁrst 1t‘s ahead of where I expected to be *

L

Uh there's a lot of mterest'mtttus : the uh the tiiumber of .

T

* o_.._

countelpartles .when.. when we start off on these markets we typlcally spend

L2 |3
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DE:

JS:

some time lookmg at just the counterparties a:r:id how qmckly they're growing.

E

We're seelng very, very strong growth, Uh... that uh uh ..... has frankly surpnsed

me. I mean I'm all .as you know I've always been a blg, been very bulhsh 'on the

: ¢ e
T

growth in the 1ntermed1at10n s:de of this busmess but we're ahead of ahead of

t
where [ expected to be. On the uh uh BLOCKBUSTER deal why ENRON? Uh .

DONATO, we just have-a different business model. 'Yo'u know this thing that- we )

o % e . Lo ' -
talked about which Was..'.;vhich' is on-demand bandwidth with uh....uh television

- i - * a
,,? o - P
i ; N . ¢
1 v .

" quality video capability is s'omething that .oﬁr'ehtire netv&?ork is devoted to. Uh..Lit -

f" S TR .

is-an end-to-end system W1th our sofcware that can control the 51gnal and ensure =~
I .
+ } BT o

 the signal is dehvered mth quahty from the content pr0v1der all the way to the -

E

end user. We believe at th1s pomt we're the only people that can prov1de this

£

comprehensive serv1ce to BLOCKBUSTER or anybody for that matter that has a

vu,r

techmcally sophlstleated video apphcatlon Uh'we belleve that that's kmd of our

"
Pl ..4
i )

,é ey a; - Y
space and that's the one that we want to dommate And we thmk at tlns pomt
we've got capablht:es that no one else 1n the marketplace has

- 1§ . £

Great. And ifI could trouble you for one more! There was._...there was some
) - * o Y i . *x . . ) . N ) S, .
discussion ‘about a master agreethent 6h the trading of uh brOadlfand 'and 1 was s
P ¥ ';,,' A f T
i
wondermg what the status of that was between the partles or....or where we stand

,;‘f’-,“ S S

Well there there are a couple of comm1ttees workmg on the standards and I

[SEN N 4 oot . . . . ~ 3

- i s ) ‘o
. S

¥ ’y . . 3

i,
N ‘_ . : : T
i
N

'm_-\ e
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in the sand and we've said...here...here are o'ur_ standards. (Laughs) Here's what |

DE:

UF:

Vﬁber for the balance of this year » - § oo : ’

JS:

&
-
-

47

Lok
JPVRRNITRINE - S . ,wdlaruh e
i . .
*

think that's moving forward. Uh as you l.(r-iow,'wcn;ve' gorle ahead and put a _s'-take |

: ‘ C . i -
we're transacting on. Now if...if those committeés come up with a standard that's

better, or one that's rnore accepted by the indus,try,"-'we’.ll offer that as well. So,.

we're not wartmg on it but it 1s makrng progress Everybody knows we need 1t - o
and uh... people are workmg real hard to do that L ' ‘ '. K L . o n
ThanksalotJEFF ' «. L _ “} o L .

Thank you sir. Hearing next from NATIONAL BANK FTNAN CIALS WINFRED

FRUEHOFF (ph). - - } -

I have a couple of questlons one: relates to uh your broadband busmess and I'

wondenng uh what contnbutton towards revenues and IBIT the sale of dark fiber

- . i " 2

made in the second quarter. And what youf o outlook is for the sale of more dark

T
. -
o "

.-1’.

Uh... WINFRED the uh the uvh total for the se;cond quarter was about 50 mllhon SR
i : '
dollars of dark fiber sales and that was nght in line wrth our plan uh...I don't

ki
b

know off- hand for the rest ofthe year MARK? - :'4 _ o j o "i: ' e
é . 4 - . . =. . :-._ . "'}; ¥
Well for the rest of the year there 5 llkely to be'uh some others but bottom lirie in-. R
e 5 - S
terms of earnlngs expectatrons or IBIT for the broadband group, we 're sttll on o B

‘track w1th a.. a lrkely loss or IBIT loss of 60 to 65 mrlhon for the group So these

c e
#

3

'ﬁ . ’ 27 " .-.
' H
}
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fiber sales that you saw in the second quarter and some more in the third and

fourth are really consistent with the plan we laid out in uh January.

Yeah. And what did they contribute in the second quarter towards IBIT?

Well about 50 million.

Oh that....I thought it was revenue. Okay.

-

Well this is....it's the séfne thing.

L s s e e nte e L

Okay fine. Uh the other question relates to uhi assets and investments and [ was
: i

wondering if you had a breakdown between th:a.uh reduction and the contribution
. i .

between decreases in sales of interests in power projects and the decline in the

value of your merchant investments.

. Uh....well horseshoes and hand grenades. We’i'e kinda got an even split

uh...climbing a little bit more and just uh uh tﬁéuh reduction in the asset values
but it kinda....kinda about the same. f
There are any significant reason uh why;the uh value of some of your merchant

investments has changed? . 1
L]

Uh no just market conditions in the markets thz_{t we're in and....we feel that the the
. _}/A . -

uh current portfolio’s marked very well and slioiuld offer 'opliortunitiés for the
. .o 3 ) '
. _ i
future. g
What do you expect for the balance of the year? Do you expect a reversal or uh
|
28 ; v
o
-}
F r




10

1

12

13

14

15

16

17

18

19

196C-HO-59147
EC000299947
07/24/2000 ‘
9:00 a,m. CT )
KLH:cts - revised 1/11/2006 i
more of the same? | :‘
JS: Uh we'd expéct the performance going forwarc:}i in time to look prefty much like
the performance has l;éeﬁ the last couple of ye:;rs.
WF: Okay. Thanks very mu(.;-h. ! ,
: - i
IS: Thank you | - t :
UF: Thank you. Movmg on to AN ATOL FEYGIN w1th J.P. MORGAN
AF: Good morning JEFF. Uha qulck questlon It u%h came across the tape that you uh
- were basically saying that you would look to xl;on;:tlze certain....certain assets and
investments. Obvmusly that’s kmd of core to ENRON s strategy uh overall but
more particularly we've talked often about uh gettin_'g the return capital up and
getting out of the .mére asset intensive busineSs;as just ﬁh....Wantéd to hear | _
some....soﬁe comments on the direction yo_u'rézheading ‘in.,..whether there's
anything to....t0 be read into that comment'oriti that's just uh kind of reiteration of
tfﬁsuh§Uafegy. - | o i
JS: Well ANATOL, (stutters) a éouple_, .of....l tilinkzthe comment y_ou're ?eferring to is

something came out of the uh....uh I thmk on Bloomberg this morning based on an

- interview with CNBC this mormng, where I thmk it said somethmg like ENRON

{
anticipates selling its broadban_d...-.bus. L.I haven_'t seen the exact quote.

k]

Uh....what I said is exactly consistent. We have always said related to our
_ : , S

t
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broadhand-busrr)ress that we believe that there are linkages betweer_r-:that business

o

and our other buslnesses uh because we're ereatiug'rr_rarkets and we think it's
important to have that....that skill base transfeni'ed- from ENRON into the

broadband business uh....but that if we are not getting the value from that business

in ENRON stock price we will do ‘what....whatéver‘s necessary to get that value in -
o L . ... . & P . . . .

the stock price. And if that involves a spin-off-ora 'sale . uh ‘we will do that. Now,

» e

" 1o date, wh we thmk that we've got the value in the stock pnce and that's the best

ot .
"‘r, ! 13...' *

of all worlds cause we're gettmg the value for our shareholders and we're. aIso
able to capture what we thmk ate some pretty 1mportant lmkages uh between the a

two busmesses Now ona more general basrs I have 5poken in the past a lot
: s st . ; i .
about the 1mp0rtance that we ascnbe to 1ncreasmg our retum on mvested caprtal

® ‘,

e R
S L s

and I can tell you [am spendmg an mcredtble amount of t1me on that. Probably . . '
more tlme on that than anythl_ng else_that we do¥. around thls place. V(Laug_hs)_. .

,—"-" gL

. . . ) : P . LT ., ,,l . " . ]
- \ L e - q RS !: b e
IS: ~ Uh..and it is critical and I can tell ygu th'at_ on the m‘argih_,_we _have alre'zfdy made 7

: - + P T . )
tremendous progress. On the margin, our return on uh mcremental invested ,
; . S
§

eapital is....is stunnmg nght now.: And uh what we're domg nght now is _|ust .

making sure that we go through our portfolro of mvestments to uh....uh ﬁgure out

. 'iya A 3 -
_exagctly what we can.. what we can monetlze and hquldate uh so that we can bnng

b : . . . l' . 5 , - ‘
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JS:

%

=

AT:

JS:

AT:

MK:

i
1 |
-

more cash home and uh have that cash available for reinvestment in these {very
: " 7
high return sorts of businesses. So I can....I caz} absolutely guarantee you it is a

key priority around this place and we're spendi;lg a lot of time on it.
: 1

JEFF, but nothing....nothing definite. And thiSi.’...ﬁliS uh quote was kind of taken

out of context uh with regards to the band“ddth....to the broadband side that

?

you've discussed before and not to be uh....not to be confused with kind of a uh

- ) i
large shift in terms of the energy side of the house.
)

That's....that's exactly right. L |

Thanks JEFF. | | :

Thank you sir. We'll now hear from ALLIANCE CAPITAL's ANNIE TSAO .
Good moming JEFF. Hello? ’

Hi ANNIE, how afe you? .-

i g

I'm fine thanks. I just.ha;re a coﬁple 'questioris.’tUh....cah you explain a iitt_le bit
more deta_il in_terfns of your cqrpor'aée and otheir why _i:t's changed from a pegative
nine million to a positive for 17 million? What;'s in it?

ANNIE, this is MARK.FUH...part of that is \;ife:alwajs'have a little bit of

fluctuation in corporate and other.- This quarter we also had some positive R

contribution from some of our clean fuels bus'ines_s which uh, you know, includes

!

‘some methanol an'd‘ MTRB, which is a’\"fery sn’aéﬂ business for us-and it's in the

[N
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corporate and other category. Last year that uh....that activity as it has been for a
L i o

while was uh....uh was close to zero. So that was uh....that was proba'bly. the

. 4 L.
. . , #
- .

biggest portion of that z

JS: Yeah you get lucky every once ina whlle ANl\lYIE (Laughs ) )

AT: Uh....your AZURIX is 'm there too, right? Thc' Wates. .

MK: Yes AZURIX has not announced their e&xmngg yet s6 we uh... ¢

AT: Butits. -it's in ghe're Gor l‘:

MK But that i is a smaIl part uh and you can look at their expectatxons Itsa’ small

, SRR S
part of our overall uh contnbuuon R ; .

AT: Okay Next question L...I Just uh uh ..... iEF h‘i‘can you explam why your stocks
since the last analysts meetmg has beeu Fadmé ata very narrow ranige between_I
tink 681078 g

JS: Uh....gee ANNIE, don't know h’ou tell me. (Laughs) Uh well L. you know I

guess my feelmg is that. uh you kncw we.. we; had a lot of thmgs u.nderway And

we....we dumped a 1ot on ycu all m a very short pencd of time. And I thmk uh 1t' ,

taken a httle whxle to dlgest 1t and I thmk people want to see us put pomts on the

board. 1 thmk thls earnmgs 'release shows we are puttmg the points on the board.

‘;-
L1 ! "

And I'm hopmg that we break out of that tradmg range because uh... 3| thmk we

deserve to break out of the tradlng range . i\ S o N % "
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Thank you. i ‘
- Thank you. Hearing now from STEVEN PARLA of CS FIRST BOSTON.

Uh good mommg JEFF. My sympathies for havmg had to deal with the press thls

morning., Uh....] have two questrons and they have to do first with uh

a

sustalnablhty in the wholesale business on the commochty side. I tlunk a lot of
people were just standing in 1 the nght place durmg the second quarter. CouId you

talk about susta1nab111ty for you and maybe other lndustry people or other types of -
t’

players without being too specific? And then steoond on the margm issue....uh we

talked in the past about ENRON ON-L]NE comning on and big, big increases in
4

volume and less of an increase in margm You‘ had talked about how that activity,
i

much likea brokerage business, will translate into higher margin business llke our

!

trading « does to investment banking. Could you address those issues for us'?
'

Uh....STEVE, I really don't know what the other players have seen about
sustainability, 1 mean my guess is. that uh seco:ld quarter is about as good asit’
gets. I mean, there was just a lot of volatrlxty- in the marketplace. Uh...and . ’
and....virtually everybody in the intlustr; is....is-liong ;folatilit;r‘.- 1 mean
that...uh....we have the abillty'ﬁlrough liquidityfand assets to;provide dampening - |

- ' S
services to the industry. So effectively we're long volatility. So high volatility is

good for everybody. Uh....in our,partieular case_F and when'I look at the overall

33 :



u,
2

196C-HO-59147 : f{,, LT
EC000299947 ke } e
07/24/2000 S e " .
9:00 a.m. CT o ¥

KLH:cts - revised 1/11/2006 '

-, ok

wholesale nuimbers, uh....I mean I...I feel extreme_lyng'ood about the sustainability
of the performarrce.that we posted in the -uh.‘.._._i;r_i the wholesale' business over the

last ten years. And I'think that that....that is liéety to continue. Uh....now if you

‘look at....in the ki'nd of reIates to your second part of )rour question on the

=

margm on ENRON ON-LINE uh, there is no doubt in my mmd that the llqmdlty

¢

and capabllltles in: terms of mformatton and the abthty to app....; '

(Tape goes blank for several seconds)

JS: ....on line has had. a vety significant positi_ve iﬁtpact on our business development

.activities. T don't think there's anyone in thé industry that can provide the level of

service to customers that ENRObfcan V_An.d_a big piece of that is_ENRON ON- |
LINE. Sol think we‘re already seeiug may}be even earlier than [ would have |

expecteti v've're starting to see hrgh value opporitunities coming out'of uh the ub b -
ENRON ON-LINE volumes Uh so what ol would encourage you to look at the |

volume numbers because the.volume numbers ! .the physxcal growth in physrcal‘
{

volume numbers has hrstoncally been a pretty good predictor of proﬁtablhty in -

]

the wholesale busmess and uh my sense ]ust lookmg at the numbers and seelng

R

. 'how it's playmg out is that that ought to be a pretty good 1nd1cator gomg forward »

in time. N ' . i L ‘
S :; _ . _‘
SP: Thanks JEFF And the i mcrease m U S gas 1s that physrcally poss1b1e at thls
7 e d‘ . = Ea . - A

‘ §

PR
]
P

'3 s
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pomt for you‘? 3 §
JS: (Laughs). We drd 1t Yeah I'll tell you.....it's. ‘; it's it's amazing. It is really
amazing. Uh;...yep, we did it. i '
SP: Thanks JEFF. o l "
. 1 ¥ .
UF: Thank you We'lI now take a questlon from AIT\TDRE MEADE with
COMMERZBANK T ; _ s
AM: Hi J EFF. Actually, all my questtons have been answered except..... you menttoned K
i E - %
uh effectlve tax rate and I missed 1t 50 1f you'd Just repeat that it would be great
Uh going forward for the year . 8 %
- t
JS: Yeah we' re....We 're prOJectmg 18 to 20 percent tax rate and we're feehng real good

about that for the next couple of years A “ .
L . -::-)‘.‘ﬂr .’_74’9

T .
B

press the pound key to remove yourself from the queue. We'll now hear from

LE

BART WEAR wrth WINSLOW CAPITAL (ph)

»

BW: | Yeah, ] _]USt wanted to follow up a 11tt1e b1t more on the. broadband side. Uh .you i N

talked about loss of 65 mllhon for the year | but you know uh the ﬁrst quarter was

L iu i
fl....was zero and this quarter s elght mllhon *:You know why why the step up

Lo

so much substantrally in the back half because 1t would seem as you complete the A -

'35
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" inthe early part o_f the year.? ;IAnd the reason for that 1s....when we put in the fiber,
- going: through a process uh which happens partrcularly earller this year gorng

_the network and that leads to sales of some that we; don't need And I'd expect that -

where we are So we feel pretty good about that number too E

BW:

JS:

47

T

e

o .. -
j, [ . . LT .5
) . Sa . ) « e dw
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network-data that would eontinue to sell more uh dark ﬁber there . And then can

you also follow up with what .what's the CAPX 1n looklng out on that business?

Y

Yeah BART, uh in our onglnal plans we had a higher uh portion of uh fiber sales ',

. < "Z-r v . . .
uh in a lot of cases we have more than we need in certain routes and so we're

f ¥
-y

through a process of ﬁgunng out exactly what capac1ty we need at each portlon of . =

: A_“ .
”: l

> . . } .

those dark ﬁber sales will declme as the year goes on. So that I think that's the

reason....] mean we're ught on plan We re don}rg everytlnng that we expected

R ¥oon

rrght now, Uh soL..I tlunk we 're ]ust kind of..L.it's playmg out the way we ;,., : ;

Lo

expected it to play out Uh also, as far as CAP)f( is concemed we've....we told

everyone we'd be in the klnd of the 600 650 mllllon a year range and that! s '

: Okay And obv1ously on the reta11 srde you ve been very successful in srgmng up .

_-«» - L ,"5‘ T e

contracts and 1t looks llke your you know your momentum if anythmg there is

- \

acceleratlng So is the 16 uh blllron number that you talked about....is that a...._a s

. i = . LI

low number now or what what's the update on that?
C e -3

Well we're gonna stlck wrth the 16 number but ilh ath we're feelmg feehng real .

4
R -36 B '7 JL.
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*

good about it right now.

BW: Okay. Congratulations. g ‘
JS: Thank you.. : | ;
- . Ll ' . } : r .
UF. Thank you. Moving on to CAROL COALE with PRUDENTIAL SECURITIES.

CC: H1 Believe it or not Ido stlll have some quest}ons after all these questions have
been asked. Uh....a few clanﬁeatlons First of all uh .and I have three questlons
and I'll....I'll make these brlef Your agreement with uh BLOCKBUSTER s that

proprletary or can BLOCKBUSTER 51gn up another agreement llke what they ve -

signed with you w1th some other uh mternet prov;der" That's one question. Uh

f

second question is on youf asset portfoiio You:r intematlonal asset portfoho'

g.

With the decline.....I know that you hedge that portfoho to the market. 1 Wis -

. f
wondering if the decline was related to the'uh relatively flat performance in the

S&P 500 in addition to the declme in the telecom sector. And if trackmg those

[

two uh factors would gwe us a little b1t .a llttle bit of v1sxb111ty gomg forward as
to how that portfolio w111 perform. ‘And then th;rd, I want....I was....I'd like _for'
you to clarify a little bit more of DAVID FLEIS‘iC_HER's question. In the UK uh
we follow a company called fNDEPENDENT EiNERGY which is are....a very |

small retail power and gas provider over there that has been growing at a rate
: " . H * :
that's twice your rate and they've been experiencing billing issues. I wondered if

£

. ‘37

FR— [ TS



10

11

12

13

14

15

16

17

18

19

.
LT

196C-HO-59147
EC000299947

07/24/2000

9:00 am. CT o
KILH:cts - revised 1/11/2006

A A ets e e g e e P = Y
. )
=

you had sensed ah’y hillihg issues where you're*gettihg uh behind on collecting
. ) . ol i . - . : .
- . . i - £ - . - . . "
versus paying in the pool and then to see restructuring of the market over there.
Does that provide an advantage of the incumbent regional electric companies

Versus ENRON? And so does that actually créate competition or how is it a Yo )
" benefit to you. Ireally wasnt clear on that. So there s three questlons please

IS: ~ Okay uh let me start with BLOCKBUSTER Uh we have an exclusive - S
relatlonshlp with: BLOCKBUSTER on mowes:on demand Uh SO any movre on. |

demand that BLOCKBUSTER does 1t’ll go across. the ENRON network Uh on -

the uh....decline in the uh assets and mvestrnents and the related to the hedgmg, L
uh....we did have uh uh... kmd of some 1nefTic1ent hedges because the market

was kmda tradmg srdeways and 50 that that had a httle bit to do w1th 1t CAROL ‘ ; ) J

Butl...] don't think it's;mgniﬁcant enou'gh that i;t could be. tracke'd “uh =using .

exterh'al numhers It was.. 1t was not ajblg deal Uh and the last one, the | L

UK....uh IN DEPENDENT ENERGY uh... I beheve‘has lost their certlﬁcatlon due

to some of those btlhng problems and it... 1t's kfnd of mterestmg the way we got et ‘
) ; LT r

in this business is we.. We actually ongmally purchased a blllmg system .That

was kind of the (UI) the entry pomt that we used to create that business over

there. So thats probably our stran strongest gh uh tool Or strongest
A Ea

v -

weapon in...in the busmess. ‘Uh we are_certlﬁed. That syst_em_ls cemf_ied. And :

y T
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right now we're prckmg up customers that INDEPENDENT ENERGY lost
Uh....s0 it's uh I thmk it's a pretty good story It's a small busmess, but uh I

thmk 1t....1t's kind of opened our eyes | to some opportumtles in thls mld market uh

i

and uh there are other places..'...for example we' re trymg to roll this out nght now
l

in Spam And I think that eould be a...areal good opportumty in Spam So it's

just one more add-on that I guess uh, to be qurte honest I was n't really expeetmg

. ".

Just...it....it's just kind of a mce_husrness.

And.....and the deregulation or the restrueturing I guess is a-better:\sford for.

it....Does that create more competition from the'RECs or does it....does it benefit

" you? Ijustam not really clear on...on exactly how that works:

JS:

. Well the..'..thelthin:g that;allows; you to do....w%.t.;wé{ve always been opposed:to

1
¥

power 1)001 structures. You k_-now"in '(falifornia we led 't_hebattle against putting in

a pool structuré and....and originally.the pool that they were puttirig in was ahrl‘ostt,

identical to the UK pool. We had some real big problems with that. Because it's
L [} B . *

not a very good pool. It..it....it limits Jsig'r_riﬁear‘r}tly the abilitj to differentiate the © = - -
product that you're offering to customers, which we think has reduced the - . = .~

attractiveness of the market for a lot_of.'players.i As they restructure the pool'in the

UK and move toward a more bllateral market 1t allows buyers and sellers to get
. l'., .

together and structure l‘,hClI‘ own custom de51gned transactlons ‘And

Pl

,
it

‘ 'le-

s
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IS:

CC:

UF:
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i

uh....that's....that's good for us. That's....that's aipoﬁtivé becatise....that's where the

marketplace that we uh....uh....we gtew up with in North America and uh....and

i

we're very comfortable with it. So we're lookirflg forward to that restructuring as it

OCCcurs.

Mo o R

Okay. And on your return on invgasfcd capital, it's my understanding that ydur _
goal is to improve that by a hundred basis poinis a yf_:ar.-' And is your target..,.just
to clarify....is it 13 percent for year end 20007 As a kind of an ROE benchmark?

i

Or are you disclosing that at this point. ‘

4
Well, we're not.....you know....it's all dependent on....I think on what we can do to

uh...uh....monetize uh sbmé of our assets. I....I.l_...I sure hope we can do better than
o : S
a huindred basis points a year, CAROL. i

)

Okay. All right. Well uh let ine also join the others in congratulating you. Great

quarter.

{
{
Thanks. , _ ;
Uh huh. !

Thank you. SOLOMON SMITH BARNEY's RAY NILES will take our next
. | :
question. T F
4 ¥

Yes uh....Good morning. Uh....couple _quesfion‘s uh....lot of mine have been

¥ . . i
: ¥

40 T v
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v
what's going on with San Diego. Uh....is t“here{a réal commercial opportunity
: .
there? SAN DIEGO GAS AND ELECTRIC or.is this uh....Well maybe you can
. '* . .
just describe it. And maybe give a sense of how important that is....uh the energy

outsourcing or hedging services for utilities. Especially as they sell off their
- . i : f

+

generating assets and they still have a supply oi)ligation to their customers. And,
then | haﬁe two other quéstions uh after that. \?fell, I'll ju_st mention, one is uh

Japan....if you can give an update on that. How that market is opening ui) and

t

how it looks too. And the third is just the timing on ENRON NET
WORKS....when you think uh..,.yéu know we zould see that heat up. And what -

you're sort of....sort of uh dream expectation is for that business compared to the

i
¥

}

Okay let....I'] start first with SAN DIEGO GAS AND ELECTRIC. What RAY is
referring to here is that uh power prices in the west have really shot up and it's

other uh businesses. Thank you.

created kind of a political uh brouhaha, uh, in California because Sf_:l.ﬁ Diegb is

A H - .
totally unhedged in all of that uh price increase is being transferred to the
i S o
customers. And...and RAY's question is that a_:commercial opportunity? Itisa ~ °

huge.commercial opportunity. Uh....we made the points in California early on
that the way the structure was set up there was %ero incentive for the utilities to

Lo ’ ! . . .
hedge a power cost and I think they've seen where that's gotten them. And so

t
_ﬁ

41
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there's a move afoot to make it poss1ble for the utlhtles o begm hedging power '
costs. That's a huge market. I think it will also make clear to all the other states
in the United States that uh hedging is an impc:’rtant function that the utility can

] H
provide for their customers and they better get ;on with it. Which, I think is gonna
lead to a....a significant increase in the marketplace for hedge structures for power.
.

Uh all across the country. Soit'sa great market opportunlty Uh Japan we

actually uh opened the office uh this quarter in Tokyo Uh we have peopie onthe

ground and they're worklng and... and RAY,1 _]USt ‘don't know oﬁhand uh if there

are any uh tanglble mdlcators of perfonnance gut I'm expectlng good thmgs out of
!

' Japan in the future. Uh timing on networks vh...I'm h0ping that each of these

verticals that we get into offers us the opportunity to create market value. And

*

then, we'll have to figure out how we monetize er get_ that market value to our

shareholders but uh if we can create uh one or two verticals every year, and if we

"

can create two or three billion dollars of val_u_e Eor, each of those verticals every

year, I think that's kinda hittihg a grand slam h&me run for our customer....or for

i

. our shareholders and that's kmda_ how I'm tlﬁnkjng about it. I'm not....no promises

b
at this point but....but it has that kind of potential for us.

Isee. Well it sounds pretty promising. Just one last thing on the utilities hedging.
. i ' L.
i c - k3 L ) -
I mean, are....I mean what percentage of them do you think are act....actively
. o R .'., .

) -+

*
A
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hedging uh fight now or is it pretty much ulnta;i)pe.d ét ';his point? |
Uﬁ fhe percentage is extremely low. L...I thinli about the oﬁly real hedgingr

\ .
activity that's going on in the utility séctor righ;f now is when they were uhuh
contracting for power from ésséfs that théy Wéi;e selling. But those .were typically
relatively short-term contracts. They'll be rollifng off uh in three to five years.
And uh....beyond that, there's zlilmost ;10 hedgixié gomg on:

Okay, thank you. . . %

_ Thank you sir. We'll now hear from JOHN REDSTONE with ASCOSTIA

H

CAPITAL. . :
Yes. Good morning gentlemen. I wonder if you could tell us a little bit more

about your holding in MG, specifically going t;érward. Where you see your

relationship with the LONDON METAL EXCHANGE.

r

{

Uh well we're....we're still in discussion bu_t_tih.‘...uh MG is....is bei;lg fully -

integrated into our....uh our systems. 'We'wiIl-gffer an on-line uh metals

transaction service. In fact, we're in the process right now of moving the people

!

_into the ENRON uh building in London. Uh s0 it will be uh....it will be fully

¥
%

integrated within the next uh couple of r'rgonth's.-' Uh....as far as the exchangé is
. 1 ) :
concerned, uh we see enormous value in haviné a liquid exchange available,
. . . ', o o o
Uh....but we also believe that uh there are services that can be provided that are

T F

. -
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complement__ary to exchange-based services. V\?/e've always believed that and
we've worked with the exchanges closely. But there are things the exchanges can't
do uh in terms of customized transactions that?yve believe that ENRON could

- ' . o

provide uh....or ENRON has a role in providing to the customer. So, we see it as
l

kmd ofa symblotlc relatlonshlp and .and uh we expect to have good relatlonshlp

" with themi as time goes on. % o
JR: Thanks very hluch. ' | z‘ ‘ _ o
UF: Thank yousir. Wel now hear_ﬁo_rn BRUCE IéNUTSEanh FIRST. ~' .
AMERICAN ASSETS. © *** - i |
BK: Good motntng. Looks like a-dgreat opetational ?uarter 1 just wanted to geta ) o

little....if you could'give me some color on nlaybe-uh’ ..the...the volatility I'm
assuming you had to uh hold back some because of the risk management

t
'uh and ..... .IL..ITam also lookmg for guldance m the workmg capltal and maybe the.

1nterest expense line. Thanks. -, , i
U
}
JS: Okay uh .yeah, the way the system works uh.. l'When there sa lngh volahhty
.. . ‘2
number- there sauh... there sa calculatlon that‘s‘r done that creates somethmg called
. . A P 'E ) L ,.'.' R ..

a prudence uh reserve and, essentlally what it's domg is it's saymg when you have
5

such high volat111ty, it's dlfficult to exactly determme what the current mar‘ket £ . |

3 J

. - i' £y . B
- pnce is for markmg your portfoho of uh contracts And 50’ What you do is..

LAY .
., - ..

a4
[P S AL R ——
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1

you....you....ﬁh based on how much volatility there fs, ydu create a reserve uh for
. (. :

i
uh inaccuracies that occur in determining whati the market price is. So, yes,
’ £

uh....in periods of high volatility our prudence freseﬁfe grows and then as that
!

volatility goes away that....that prudence reserve shrinks. Uh....

BRUCE, on working capital, we don't have a balance sheet and cash flow

. ) t : . .
statement, it's....it's not done yet. But uh....and‘then lastly on interest expense, I

would uh....I'd use maybe 185 or 190 miIlion'dPllars a quarter uh going forward.

. : .
So roughly the level that we uh....that prevailed during the third quarter.

Thanks. o |

' ? - ‘ . ; . . .
Uh....why don't we take just one more question and then we'll....we'll call it quits.

And that question will come from MICHAEL BOONYONNER (PH) with SAGE

ASSET MANAGEMENT. :
i

Yes, good rndrning. Uh....in your presentation.fyou mentioned that your
incremental return on capital has been uh extre{‘mely satisfying. .Uh....are you
ready to quantify what that is or uh just give us any....any additional color on that?

Uh.....no I don't think we're.....1 don’t. think we%e ready to...to publis—h that number.
But I can tell };ou that...that uh if yoﬁ....if you l:_iok at kiﬁda the uh portfol....or the
uh....uh....the business as it existed three or.foui' years:ago, we were making some
very significant inveétmcntS in uh écquisitioﬁs';ind developmént' of assets uh to

rl
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support our business and today uh that that nur!'nber has dropped very very |

signiﬁcantly at a....at the same time that our nelt income has increased significaritly

from those act1v1t1es SO.. uh JImean the number is becommg very good

Uh....yeah; I 1 would lrke to sit down at some pomt I don't think we're ready to
i

. rlght now But I would llke to srt down and show you uh uh pretty .pretty

H o
tangibly and quant;ﬁably uh what our tradrtlonfl return on equity has been and

what our incremental return on equrty looks l1ke it's gomg to be in the future

#

because 1t's a..:-...rt's pretty pretty starthng
MB: That's ternﬁc Congratulatlons on uh great results *
; %
JS: Thank you very much Well w1th that I thlnk we'll call it uh qults for the

L3

b

morning. Thank you very much for callmg in. lAgam we belleve uh great quarter v B

.q_

- for the’ company ‘Uh... very very pleased by ul;l what we're seemg in the
marketplace and the performance of all of our busmesses and uh we certamly
thank you for spendlng the time wrth us today {Uh I look forward to seeing y aIl
individually as time goes on. SN o E g 3

UF: And that concludes today s conference call Thank you for your part1c1patlon

) 8 - R : l'
(End of Recordlng) Cen 1; ;- 1
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